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OATH OR AFFIRMATION

I,_Michael Batsimm, Treasurer , swear (or affirm) that, to the best of

my k':riowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Babson Capital Securities Inc.

. a8

of pecember 31 ,2085 . are true and correct. ! further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer. except as follows:

Treasurér
Title

KELLY ANN GILLIS
This report ** contains (check all applicable boxes): Mmmurwvggm%rﬁgg:cnum
* (a) Facing Page. My Commission Expires

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.
(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

Ej
% December 15, 2011
&

&

a

&l (g) Computation of Net Capital.

O

O
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O

]

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

() A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

() An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing. see section 240.17a-5(e)(3).
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BABSON CAPITAL SECURITIES INC.
(A Wholly Owned Subsidiary of Babson Capital Management LLC)

Financial Statements and Supplemental Schedules

December 31, 2005
(With Independent Auditors’ Report Thereon)

Filed Pursuant to Rule 17a-5(e)(3) as a Public Document
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KPMG LLP Telephone 617 988 1000
98 High Street Fax 617 988 0800
Boston, MA 02110-2371 Internet  www.us.kpmg.com

Independent Auditors’ Report

The Board of Directors
Babson Capital Securities, Inc.:

We have audited the accompanying statement of financial condition of Babson Capital Securities Inc. (the
Company), as of December 31, 2005, and the related statements of operations, changes in stockholder’s
equity, and cash flows for the year then ended that you are filing pursuant to Rule 17a-5 under the
Securities and Exchange Act of 1934. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control over financial reporting. Accordingly, we express no such opinion. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Babson Capital Securities, Inc. as of December 31, 2005, and the results of its
operations and its cash flows for the year then ended in conformity with U.S. generally accepted
accounting principles.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The information contained in schedules I, II, and III are presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is supplementary information
required by Rule 17a-5 under the Securities Exchange Act of 1934. Such information has been subjected to
the auditing procedures applied in the audit of the basic financial statements and, in our opinion, is fairly
stated in all material respects in relation to the basic financial statements taken as a whole.

KPMe LIP

Boston, Massachusetts
February 20, 2006

KPMG LLP a U.S. limited liability partnership, is the U.S.
member firm of KPMG International, a Swiss cooperative.
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BABSON CAPITAL SECURITIES INC.
(A Wholly Owned Subsidiary of Babson Capital Management LLC)

Statement of Financial Condition

December 31, 2005

Assets:
Cash and cash equivalents $
Accounts receivable
Receivable from affiliate under tax allocation agreement
Deferred income tax
Prepaid expenses and other assets

Liabilities:
Accounts payable and accrued expenses $
Accrued compensation

Stockholder’s equity:
Common stock, $0.01 par value. Authorized 200,000 shares;
issued and outstanding 600 shares
Additional paid-in-capital
Accumulated deficit

See accompanying notes to financial statements.

655,576
67,192
221,360
9,773
57,950

1,011,851

101,680
4,274

105,954

6
2,057,197
(1,151,306)

905,897

1,011,851
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BABSON CAPITAL SECURITIES INC.
(A Wholly Owned Subsidiary of Babson Capital Management LLC)

Statement of Operations
Year ended December 31, 2005

Revenues:
Administrative fees
Investment income

Expenses:
Advisory fees — payment to distributors
Compensation
Depreciation
Filing fees
Investment services
Occupancy
Office expenses
Others
Professional fees
Systems expenses

Loss before tax benefit
Benefit provided under tax allocation agreement

Net loss

See accompanying notes to financial statements.

~

1,244,848
2,679

1,247,527

1,234,848
566,183
14,353
46,079
42,965
20,379
16,350
4,617
31,206
13,859

1,990,839

(743,312)
452,643

(290,669)
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BABSON CAPITAL SECURITIES INC.
(A Wholly Owned Subsidiary of Babson Capital Management LLC)

Statement of Changes in Stockholder’s Equity
Year ended December 31, 20035

Additional
Commeon stock paid-in Accumulated
Shares Amount capital deficit Total
Balance, January 1, 2005 600 3 6 1,266,231 (860,637) 405,600
Contributed capital — — 790,966 —_ 790,966
Net loss — — — (290,669) (290,669)
Balance, December 31, 2005 600 $ 6 2,057,197 (1,151,306) 905,897

See accompanying notes to financial statements.
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BABSON CAPITAL SECURITIES INC.
(A Wholly Owned Subsidiary of Babson Capital Management LLC)

Statement of Cash Flows
Year ended December 31, 2005

Cash flows from operating activities:

Net loss

Expenses reimbursed by Babson Capital Management LLC

Adjustment to reconcile net loss to net cash used for operating activities — change in:
Accounts receivable
Receivable from affiliate under tax allocation agreement
Deferred income taxes
Prepaid expenses and other assets
Accounts payable and accrued expenses
Due to affiliate

Accrued compensation
Net cash provided by operating activities
Cash flows from financing activity — contribution of capital
Net increase in cash
Cash, beginning of year
Cash, end of year

Noncash capital contribution

See accompanying notes to financial statements.

(290,669)
590,966

(67,192)

(184,612)

(9,773)

(14,985)
41,023

(2,485)
327

62,600
200,000

262,600
392,976

655,576

590,966
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BABSON CAPITAL SECURITIES INC.
(A Wholly Owned Subsidiary of Babson Capital Management LLC)

Notes to Financial Statements
December 31, 2005

Operations and Organization

Babson Capital Securities Inc. (the Company), organized as a Massachusetts corporation on June 30, 1994,
is a wholly owned subsidiary of Babson Capital Management LLC (Babson Capital) (an indirect subsidiary
of Massachusetts Mutual Life Insurance Company).

The Company was formerly known as Babson Securities Corporation, which was the primary underwriter
for the DLB family of mutual funds through October 31, 2004 and is registered as a broker and dealer
under the Securities Exchange Act of 1934. On July 1, 2004, the Company changed its name to Babson
Capital Securities Inc. ‘

Summary of Significant Accounting Policies

(a) Cash and Cash Equivalents

(b)

(c)

Cash represents monies held in bank accounts under normal commercial terms. Investments in
money market funds and securities with initial maturities of three months or less are considered to be
cash equivalents. Such investments are carried at cost, which approximates market value.

Income Taxes

The Company will file its 2005 federal income tax return on a consolidated basis with its parent
MassMutual and its eligible consolidated subsidiaries and certain affiliates. The Company is subject
to a written tax-allocation agreement, which allocates the Company’s consolidated tax liability for
payment purposes. Generally, the agreement provides that the group members shall be compensated
for the use of their losses and credits by other group members.

The Company provides for the financial recording of income taxes on the liability method. Under
this method, deferred tax assets and liabilities are recognized for the future tax consequences
attributable to differences between the financial statement carrying amounts of existing assets and
liabilities and their respective tax basis. Deferred tax assets and liabilities are measured using enacted
tax rates expected to apply to taxable income in the years in which those temporary differences are
expected to be recovered or settled.

Administrative Fees/Advisory Fee -Payments to Distributors

The Company earns administrative fees from Babson Capital for placements of interests in
investment funds in addition to retainer fees and out-of-pocket costs incurred for such placements.
Administrative fees are accrued when earned. For the year ended December 31, 2005, the total
administrative fees were $1,244,848.

In November 23, 2004, the Company entered into an agreement whereby it enlisted a provider to
assist with the preparation for and placement of equity interests in the investment fund Tower Square
Capital Partners II, which is managed by Babson Capital. The provider’s activities in connection
with this engagement were to include sales and marketing of the fund. For the year ended
December 31, 2005, substantially all of the administrative fees earned by the Company were related
to the activities of this single provider which were paid to the Company by Babson Capital.

6 (Continued)
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BABSON CAPITAL SECURITIES INC.
(A Wholly Owned Subsidiary of Babson Capital Management LLC)

Notes to Financial Statements

December 31, 2005

Expense Agreement

The Company has an agreement with Babson Capital, under which Babson Capital provides the
Company with management, administrative facilities, and services, including the use of Babson
Capital’s sales personnel. As part of this agreement, Babson Capital acts as the Company’s paying
agent for payment of the Company’s expenses. Fees for these services are based on the Company’s
pro-rata use of Babson Capital personnel, applied to those allocable expenses incurred by Babson
Capital. These expenses primarily include compensation expense, payroll taxes and benefits,

occupancy, and office services. In 2005, Babson Capital allocated $590,966 of these expenses to the
Company.

In addition, Babson Capital reimburses the Company for its allocated expenses through a capital
contribution in order to allow the Company to meet its required minimum capital amounts.
Accordingly, the statement of financial condition and related statements of operations and cash flows
may not be indicative of the financial position of the Company at December 31, 2005 and its results
of operations and its cash flows for the year then ended had the Company operated as an independent
entity.

During 2005, management and MassMutual, the ultimate taxpayer under the aforementioned
consolidated tax allocation arrangement, determined that it would be most appropriate to compensate
the Company for MassMutual’s use of the tax losses created by the non-cash expenses allocated to
the Company from, and paid for the Company by, Babson Capital. The allocated expense amounts
for the years ended December 31, 2005 and 2004 were $590,966 and $367,379, respectively,
resulting in tax benefits of $230,720 and $149,786, respectively, based on the combined Federal and
state effective tax rate of approximately 40%. These tax benefit amounts are included in the income
tax benefits reflected on the statement of operations for the year ended December 31, 2005.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities at the date of the financial statements. Estimates also
affect the reported amounts of income and expenses during the period. Actual resuits could differ
from these estimates.

Concentration of Risk

The Company derives substantially all of its revenues from Babson Capital. In the event that Babson
Capital were to cease its relationship and stop dealing with the Company, it is possible the severe
disruption in business could prevent the Company from continuing as a going concern. However, the
Company’s management believes that there should not be any substantial doubts about the Company’s
ability to continue as a going concern for a reasonable time period.

7 (Continued)



BABSON CAPITAL SECURITIES INC.
(A Wholly Owned Subsidiary of Babson Capital Management LLC)

Notes to Financial Statements

December 31, 2005

(4) Income Taxes

The components of income taxes included in the statement of operations for the year ended December 31,

2005 are as follows:
Income tax benefit:
Current benefit:
Federal $ 330,570
State 112,300
Total 442 870
Deferred benefit:
Federal 7,518
State 2,255
Total 9,773
Income tax benefit 452,643
Breakdown of income tax benefit components and effective tax rate:
Provision for income taxes at the U.S. federal rate (35.0%) 260,159
State tax, net of Federal effect (5.7%) 42,397
Permanent Differences:
Prior period Federal and State tax adjustments (20.2%) 149,786
Other (0.0%) 301
Totals (60.9%) 452,643

The deferred tax asset is composed of the following:
Current deferred tax asset:

Accrued expenses 10,088
Non-current deferred tax assets:
State net operating losses 16,800
Other (315)
Total non-current deferred tax assts 16,485
Total current and non-current deferred tax assets 26,573
Valuation allowance 16,800

Net deferred tax asset $ 9,773

8 (Continued)
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BABSON CAPITAL SECURITIES INC.
(A Wholly Owned Subsidiary of Babson Capital Management LLC)

Notes to Financial Statements
December 31, 2005

In assessing the realizability of deferred tax assets, management considered whether it is more likely
than not that some portion or all of the deferred tax asset will not be realized. The ultimate
realization of deferred tax asset is dependent upon the generation of future taxable income during the
periods in which those temporary differences become deductible. Management considers the
scheduled reversal of deferred tax liabilities, projected future taxable income, and tax planning
strategies in making this assessment. Based upon management’s projections over the period in which
the deferred tax assets are deductible, management has established the valuation allowance reflected

above for state net operating losses that it believes that the Company will not realize prior to their
expiration. '

Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(Rule 15¢3-1), which requires the maintenance of minimum net capital and requires that the ratio of
aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1. At December 31,
2005, the Company had net capital of $523,369, which was $498,369 in excess of its required net

capital of $25,000. The Company’s ratio of aggregate indebtedness to net capital as of December 31,
2005 was 0.20 to 1.

Exemption from Rule 15¢3-3

The Company operates pursuant to the exemption provisions of (k)(2)(i) under Rule 15¢3-3 of the
Securities Act of 1934.
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BABSON CAPITAL SECURITIES INC.

(A Wholly Owned Subsidiary of Babson Capital Management LLC)
Computation of Net Capital Pursuant to Rule 15¢3-1
December 31, 2005

Capital - stockholder’s equity $ 905,897
Deductions — nonallowable assets:
Accounts receivable (67,192)
Receivable from affiliate under tax allocation agreement (221,360)
Deferred income tax 9,773)
Prepaid expenses and other assets (57,950)
Haircut on cash equivalents (1,253)*
Haircut on excess insurance coverage (25,000)
Net capital $ 523,369
Aggregate indebtedness $ 105,954
Minimum net capital requirement of broker or dealer (the greater of 6 2/3% of
aggregate indebtedness as defined or $25,000) 25,000
Excess net capital $ 498,369
Ratio of aggregate indebtedness to net capital 0.20to 1

Reconciliation with the Company’s computation (included in Part II of Form X-17A-5 as of December 31,
2005):

There was no material difference between the Company’s computation of net capital as included in Part II of
. Form X-17A-5 as of December 31, 2005 and that included herein.

* 2% of investment in money market funds.

See accompanying independent auditors’ report.

10



Schedule II
BABSON CAPITAL SECURITIES INC.

(A Wholly Owned Subsidiary of Babson Capital Management LLC)

Computation for Determination of Reserve Requirements
Under Rule 15¢3-3 of the Securities and Exchange Commission

December 31, 2005

The Company operates pursuant to the exemptive provisions of (k)(2)(i) under Rule 15¢3-3 of the Securities Act
of 1934, :

See accompanying independent auditors’ report.

11



Schedule I
BABSON CAPITAL SECURITIES INC.

(A Wholly Owned Subsidiary of Babson Capital Management LLC)

Information Relating to Possession or Control Requirements
Under Rule 15¢3-3 of the Securities and Exchange Commission

December 31, 2005

The Company operates pursuant to the exemptive provisions of (k)(2)(i) under Rule 15¢3-3 of the Securities Act
of 1934,

See accompanying independent auditors’ report.

12
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KPMG LLP Telephone 617 988 1000
99 High Street Fax 617 988 0800
Boston, MA 02110-2371 Internet  www.us.kpmg.com

Independent Auditors’ Report on Internal Control
Required by SEC Rule 17a-5

The Board of Directors
Babson Capital Securities Inc.:

In planning and performing our audit of the financial statements and supplemental schedules of Babson
Capital Securities Inc. (the Company) for the year ended December 31, 2005, we considered its internal
control, including control activities for safeguarding securities, in order to determine our auditing

procedures for the purpose of expressing our opinion on the financial condition and not to provide
assurance on the internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities Exchange Commission (SEC), we have made a
study of the practices and procedures followed by the Company, including tests of compliance with such
practices and procedures that we considered relevant to the objectives stated in Rule 17a-5(g) in making
the periodic computations of aggregate indebtedness and net capital under Rule 17a-3(a)(11) and for
determining compliance with the exemptive provisions of Rule 15¢3-3. Because the Company does not
carry securities accounts for customers or perform custodial functions relating to customer securities, we
did not review the practices and procedures followed by the Company in any of the following:

1.  Making quarterly securities examinations, counts, verifications, and comparisons recordation of
differences required by Rule 17a-13.

2. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System.

3. Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customer as required by Rule 15¢3-3.

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of controls,
and of the practices and procedures referred to in the preceding paragraph, and to assess whether those
practices and procedures can be expected to achieve the SEC’s above-mentioned objectives. Two of the
objectives of internal control and the practices and procedures are to provide management with reasonable,
but not absolute, assurance that assets for which the Company has responsibility are safeguarded against
loss from unauthorized use or disposition, and that transactions are executed in accordance with
management’s authorization and recorded properly to permit the preparation of financial statements in

conformity with generally accepted accounting principles. Rule 17a-5(g) lists additional objectives of the
practices and procedures listed in the preceding paragraph.

13
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Because of inherent limitations in internal control or the practices and procedures referred to above, error
or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods is
subject to the risk that they may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.

Our consideration of the internal control would not necessarily disclose all matters in internal control that
might be material weaknesses under standards established by the American Institute of Certified Public
Accountants. A material weakness is a condition in which the design or operation of the specific internal
control components does not reduce to a relatively low level the risk that error or fraud in amounts that
would be material in relation to the financial condition being audited may occur and not be detected within
a timely period by employees in the normal course of performing their assigned functions. However, we
noted no matters involving internal control, including control activities for safeguarding securities, that we
consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all material respects indicate a material inadequacy for such purposes. Based
on this understanding and on our study, we believe that the Company’s practices and procedures were
adequate at December 31, 2005, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the SEC,
the National Association of Security Dealers, Inc. and other regulatory agencies that rely on Rule 17a-5(g)
under the Securities Exchange Act of 1934 in the regulation of registered brokers and dealers, and is not
intended to be and should not be used by anyone other than these specified parties.

KPMmes LLP

February 20, 2006
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